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CenTRAL WATER CavPANY

Revi ew of Short-Term (one year) and Long-Term (five year)
Proposal s for Necessary Capital |nprovenents

ORDER NO 23,708

May 18, 2001

APPEARANCES.: For Central Water Conpany, Mary Ellen
Goggin, Esq.; For Locke Lake Col ony Associ ati on, Joanne Hager;
Larry S. Eckhaus, Esqg.for the Staff of the New Hanpshire
Public Utilities Conm ssion.
l. PROCEDURAL HI STORY

On COctober 25, 1999, the New Hanpshire Public
Utilities Comm ssion (Comm ssion), in Docket DR 98-128, issued
Order No. 23,326 approving an increase in the permanent rates
of Central Water Conpany (Central or the Company). In
addition, the Comm ssion ordered the Conpany to file, no
| ater than January 31, 2000, a plan setting forth the
Conmpany's short-term (one year) and long-term (five year)
proposal s for necessary capital inprovenents and retirenents,
the estimated dates on which the capital inprovenents are
expected to be conpl eted, the Conpany's best estimate of the
potential rate inpact of such inprovenents and retirenents,
the steps the Conmpany will take to reduce its operating
expenses, financing costs, and cost of service, the potential

of selling the systemto a larger water utility and rel ated

i npacts thereof, and conpliance with the recent Staff Audit of
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t he Conpany. The Comm ssion al so ordered that a hearing be
held, no later than April 30, 2000, to consider the Conpany:s
pl an and whet her the system should conti nue under the Conpany:-s
managenent or be transferred to another, larger utility. On
January 31, 2000, the Conpany, in Docket DR 98-128, filed a
Capital Inprovenment Plan, Prelimnary Year 2000 Profit Pl an,
Statenent on Potential Sale of System and Letter to the
Comm ssi on:s Chi ef Auditor and Finance Director on conpliance
with Rate Case Audit. Since that time, the Conpany and
Comm ssion Staff (Staff) had several teleconferences to
di scuss the filing. On March 23, 2000, the Conpany provided
responses to questions raised during one of those sessions.
I n one of those responses, the Conpany indicated that it had
retai ned Lewis Conpanies to conduct a followup study (Lew s
Study) to determ ne the best conbination of supply and storage
in order to neet the requirenents of WSPCD Adni nistrative
Order No. 91-10. After many delays, Staff was told, at the
May 26, 2000 tel econference, and by letter dated May 16, 2000,
that the study would not be concluded until sonme tine in July,
2000. Although the Conpany and Staff had hoped to neet in
time for a hearing to be held on April 30, 2000 as required by
the Order, conflicting schedul es and the pendi ng engi neeri ng

study made that inpossible.
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On May 10, 2000, the Conpany and Staff requested
additional tinme in which to nmeet and attenpt to resol ve the
i ssues addressed in the Order. To that end, the Conpany and
Staff held a teleconference on May 26, 2000. Staff agreed to
informthe Comm ssion of the progress that had been made, and
antici pated scheduling a hearing no |ater than June 23, 2000.
On June 23, 2000, Staff informed the Conmm ssion of progress to
date, hoping to schedule a hearing for md-August, 2000.

On August 11, 2000, the Comm ssion issued an Order
of Notice that ordered Central to file copies of the Lewi s
Study with the Comm ssion no | ater than August 25, 2000, and
t hat established a hearing on Septenber 28, 2000 at 10:00 a. m

On Septenber 21, 2000 the Conpany filed an Assent ed-
to Motion to Postpone and Reschedul e the Septenber 28 heari ng.
The Comm ssion granted the Mdtion and reschedul ed the hearing
for Novenmber 7, 2000.

On Novenber 7, 2000, at 10:05 a.m the hearing was

conduct ed.

1. POSI TI ONS OF THE PARTI ES AND STAFF

A. Locke Lake Col ony Associ ation

Joanne Hager, on behalf of Locke Lake Col ony
Associ ation, stated that Central Water custoners are paying

the highest water rate in the State of New Hanpshire, and that
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t he engi neering study suggests an amount of work to be done
that would create an enornous inpact on rates. She indicated
t hat an average famly of four is paying a little nore than
$600 per year for a conservative 5,000 gallons per nonth
consunption. For the existing rate to escal ate higher would
be devastating to the community.

Through July 4th, 2000, the community has had
adequate water with relatively few conplaints. COccasionally,
when |ines nust be bled, dirty water is experienced.
Basically, the service has been fine. 1In closing, M. Hager
i ndi cated that these custoners cannot afford to pay nore for
their water service.

B. Central Water Conpany

At hearing, Central presented two witnesses, Stephen
St. Cyr and Raynond Seel ey.

M. St. Cyr, of Stephen P. St. Cyr and Associ ates,
serves as the Company’s accountant. He indicated that he had
prepared the Conmpany’s Year 2000 Profit Plan, which consists
of a projected incone statenent as well as a nunber of
assumptions. M. St. Cyr listed the follow ng assunptions:

1) the Conpany provides safe and reliable water, 2) the
Conpany operates within the revenue requirenment as established

inits last rate proceeding, 3) the Conpany neets its current
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obligations on tine, 4) the Conpany begins to pay sone of its
past due obligations, 5) the Conpany requires a two or three
year period operating under the recently approved rates before
it coomits to new debt or equity to fund any significant
i nprovenents, and 6) the Conpany anticipates that future
repl acenents and i nprovenents will be at a rate of about
$20, 000 in 2000, gradually increasing to $30,000 annually in
2004, and such inprovenments will be primarily for main
repl acenments and other distribution plant.

M. St. Cyr described the Conpany’s Year 2000 Profit
Pl an, and a nunber of associated financial objectives. Anpng
these are reduction of payabl es, maintenance of operating
expenses within the | evel established by the Conm ssion in the
| ast rate proceeding, and steps taken by the Conpany to reduce
operating and financing costs. He indicated that the Conpany
had transferred one of the notes payable to M. Fischer al ong
with the related accrued interest to Integrated Water, in
consi deration of ampunts owed to Central. He also indicated
t hat the Conpany had recently filed for perm ssion with the
Conmi ssion to refinance an $80,000 note to M. Fischer, which
woul d i nprove the Conpany’s cash flow as a result of nore
favorable ternms and the forgiveness of accrued interest on

that note. M. St. Cyr stated that the Conpany’s profit plan
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was working well through three quarters of 2000, but that
certain one-tinme events in the fourth quarter woul d i npact
earnings for the year. On an overall basis, the Conpany’s
earnings were slightly bel ow those projected through

Sept enber.

Wth respect to the Conpany’s proposals for short-
termand | ong-termcapital inmprovenents, M. St. Cyr indicated
that Central would proceed with inprovenments within the budget
constraints as described earlier, and that the Conpany woul d
al so seek grants to the extent available. He described the
Conmpany’s preference for on-going capital needs as being,
first, internally generated funds; second, grant funds; and
third, State Revolving Loan Funds (SRF).

M. St. Cyr addressed the issue of sale or transfer
of the Conmpany to a larger water utility. He indicated that
he had reviewed the Conpany’s incone statenent as a way of
eval uati ng whether or not a |arger conpany coul d generate
savings and provide reliable water service to Central’s
custoners at |lower rates. M. St. Cyr felt that in nany areas
such as electric, water testing, regulatory expenses, and
ot hers, the costs would be the same. |In terns of maintenance

expenses, he felt that sone costs would actually be higher: he
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assunmed that a | arger conpany woul d pay nore and provi de nore
costly benefits to its enployees. The area of greatest
potential for savings, in his opinion, is in Admnistrative
and General expenses. M. St. Cyr felt that a | arger conpany
woul d |ikely have accounting and conputer systens in place
that could offer savings over what Central now expends in
those areas. In addition, A & G savings m ght be achieved in
| egal expenses. And even recognizing sone offsets to those
potential savings, by way of allocation of the |arger
conpany’s existing costs to Central, he conceded there woul d
i kely be sone savings to custonmers overall. In his opinion,
however, he believes such savings would be relatively small

M. Seel ey, President of Central Water Conpany,
provided testinmony with respect to a nunber of operational
areas of the Conmpany. He described the overall condition of
t he Conpany’ s production and distribution system the
Conpany’s relationship with DES, and the so-called Lew s
Study. The Lewi s Study was conpleted recently in order to
evaluate the condition of the water system and to make
recommendations for prioritizing future capital inprovenents.
M. Seeley indicated that the Lewi s Study contai ned
recommendati ons for approximately $1.5 million in

i mprovenents. OF that anount, about $787,000 was recomrended
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for the distribution system wth the focus primarily on main
repl acenents along Varney Road, the main artery through the
Locke Lake franchise area. M. Seeley also discussed the
Capital Inprovenment Plan 2001, which is Exhibit 7 in this
proceeding. He indicated that it primarily relies on
internally generated funds and avoi ds any new borrow ng,
because Central’s custoners have objected to higher rates that
woul d result fromnew significant projects. M. Seeley

di scussed the potential use of State Revol ving Loan Funds
(SRF) for inprovenents, indicating that such fundi ng woul d

al so require shorter depreciation lives for the affected
assets to match the | oan pay-back period of 20 years. He al so
rel ated di scussions he had with Barnstead Sel ectnmen with
respect to the potential for other fornms of grant nonies which
may be avail able, since the Town has indicated a desire to
repave Varney Road. M. Seeley also indicated that, in
addition to distribution inprovenents, production and storage
i nprovenents were recommended in the anmount of approximtely
$600, 000. M. Seeley went on to provide the rate inpacts of

t he recommended i nprovenents in the Lewis Study. He suggested
that if all the recommended i nprovenents were conpleted, with
either internally generated funds or State Revol ving Loan

funds, the annual per-customer inmpact would be $217. 68.
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M. Seeley then discussed the overall financial
situation of the Conpany. He indicated that it was his
opi nion that Central’s financial circunstances had inproved
over the past year. He explained that the Conpany has been
nore restrained in commtting funds for inprovenents to the
system recognizing that it could not be brought up to
standard in a short period of time. He discussed the
conpany’s town property tax situation, indicating that the
Conpany was in no danger of losing its property because of
unpaid tax bills. M. Seeley also indicated that the Conpany
had spent approximately $150, 000 on professional fees in
recent years, and although those expenses were necessary, he
poi nted out that the system would have been much better off if

t hose funds had been commtted to system capital inprovenents.

M. Seeley also discussed the issue of another
| arger water utility purchasing the system at Locke Lake. He
indicated that it was his belief that it was a m sconception
that rates would be substantially | ower due to the |evel of
i nprovenents still needed in the system In addition, his
conpany has |earned a | ot about the system since owning it and
such knowl edge woul d need to be re-learned in a new conpany.

He pointed to the Conpany’s rates as being quite high, but
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al so pointed out that the seasonal nature of the franchise
area caused the rates to be sonewhat higher since year-round
usage varies considerably. On a year-round conparison, M.
Seel ey insisted that custonmer bills on an annual basis woul d
only be 12t" hi ghest anpbng the state’s regul ated water
conpanies. M. Seeley stated that he felt that the Conpany
had nade consi derabl e progress recently, that the financi al
situation had inmproved and that Central would continue to

i nprove the systemas its finances all owed.
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C. Staff

Staff did not present any wi tnesses, instead they
cross-exam ned Central’s witnesses and presented a cl osing
statenment. Staff questioned the Conpany’s witness M. St. Cyr
with respect to his analysis of cost savings that could be
achi eved through the sale of the Conpany to a |arger entity.
Staff al so asked about the Conpany’'s Profit Plan 2000, and
sone of the assunptions contained init. |In addition, Staff
asked about the repaynent of the Conpany’'s liabilities, and
t he progress that has been made in reducing past-due bal ances.
Staff al so asked about the inter-conpany payabl es, and why
Central Water had | oaned funds to affiliated conpani es when it
was having problens paying its own bills.

I n cross-exam nation of M. Seeley, Staff asked
about the Conpany’s rates, and where they stand relative to
other utilities in New Hanpshire. Staff also asked foll ow up
guestions to M. Seeley’'s direct testinony about whether the
Conpany had ever been approached to sell to a larger utility.
In addition, Staff inquired of M. Seeley about Central’s
property tax situation with the Town of Barnstead. M. Seel ey
i ndi cated that progress has been nmade in paying the taxes, but

that tax liens still exist for the 1998 and 1999 years.
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Staff then asked a series of questions about the
Lewis Study. Particular focus was on the unaccounted-for
water that was noted in the report. Staff asked about the
| eak detection efforts of the Conmpany, and how that issue was
bei ng addressed. Staff asked further questions about the
recommended i nprovenents in the Lewis Study, and the Conpany’s
position with respect to the potential for inplenenting those
i nprovenents.

In its closing statenent, Staff indicated that it
felt that the Conmpany had nmade sonme progress in its ability to
provi de safe and adequate service to its custoners. Staff
recommended that the Comm ssion continue to nmonitor this
conpany closely, in order to ensure that inprovenents occur as
they should. In addition, Staff stated that the Conpany
shoul d continue its | eak detection efforts, and it should
provide its financial reports to the Conm ssion on a quarterly
basis. Staff noted that the issue of |oans to affiliated
conpani es was probl ematic because the Conpany was incurring
| ate charges fromits other vendors.

I COW SSI ON ANALYSI S

The chal l enges faced by this Conpany are many. W

recogni ze that the water system purchased by Central in 1993

needed significant repairs at that tinme, and we understand
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that the Conpany has worked to inprove service reliability to
its customers. However, it is clear that there remains nuch
to be done.

First, with respect to Central’s financial
situation, we recognize that sone inprovenent has been nmade.
It appears that the Conpany’s payabl es bal ances have been
reduced, and that the Conpany is not in inmedi ate danger of
losing its property due to unpaid property taxes. Clearly,
however, there is a need to operate profitably on a conti nuous
basis. It concerns us greatly when we see a utility that is
unable to pay its bills, including paynments on sonme of its
not es payable. We understand that M. Fischer, one of the
note holders, is a related party, and that appears to be the
reason this Conpany has not been foreclosed upon. But this
reflects a precarious situation indeed. Central nust |ive
within the revenue requirenent established in its last rate
case. It does not appear to have done so at any tinme since it
was first franchised in 1993, and this has created the cash
flow problens for Central.

This situation has been exacerbated by interconpany
| oans and/or advances to Integrated Water, its parent, and
other affiliates. Central nust cease this practice

i medi ately. It is a poor reflection on nanagenent when the
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Conpany is providing | oans or advances to affiliates while it
is subject to tax |liens due to outstanding property taxes, not
to mention the cash needs to nake system i nprovenents. Such
| oans or advances nust cease imediately, and we will require
t he Conpany to begin demandi ng repaynent of those amobunts. We
can think of no reason why this Conpany nust prepay its
managenent fee, or provide loans to affiliated entities when
it needs cash as badly as it does.

In terms of the Conpany’s reporting to this
Comm ssi on, we accept the recomendations of the Staff with
respect to frequent nonitoring. W will require the Conpany
to file reports with this Comm ssion on a quarterly basis
begi nni ng June 30, 2001. These reports are due no later than
45 days following the close of the quarter, and will allow our
Staff to nonitor Central on a nore detailed level. W wll
require the Conpany to provide an inconme statenent and a
bal ance sheet, as well as an accounts payable aging. In
addition, we will require the Conpany to provide a report on
the inter-conpany receivables, and we expect to see progress
on repaynent.

Wth respect to engineering and system i nprovenents,
we believe the Conmpany nust first seek the input of the

Departnment of Environnental Services (DES) regarding the
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systenm s demand basi s, adequacy of supply, and atnospheric and
pressure storage requirenents. OQur Staff has reviewed the
Lewi s Study and indicates that this input is needed before
final priorities can be set. The Conpany in its Capital
| mprovenment Plan 2000 (Ex. 1) provided for $20,000 out of its
cash flow for inmprovenents including the Lewis Study,
gradual ly increasing to $30,000 annually in 2004 as rel ated by
M. St. Cyr at hearing (Tr. at 36). M. Seeley discussed the
possibility of grants or |ow interest |oans such as SRF, and
we direct the Conpany to first pursue grants such as Community
Devel opment Block Grants (CDBG) to avoid rate inpacts to the
custonmers. We woul d encourage the Conpany to engage the
assi stance of Locke Lake Col ony Association in this regard.
However the Conpany ultimately funds the necessary
i nprovenents, we believe based on the Lewis Study and i nput
fromour Staff that a formal | eak detection survey, as well as
movi ng toward the Varney Road main replacenent, needs to be
strongly considered in setting priorities going forward.

To those ends, we also will direct Central to conply
with additional reporting requirenents as follows:

Mont hly
1) producti on, consunption, and | ost water

2) |l eak detection man-hours expended
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3) leak repair man-hours expended
4) nunmber of | eaks repaired
5) Form E-14, Report of Pressure Conplaints
6) Form E-16, Report of Water Meter Conpl aint Tests

7) Form E-18, Report on Interruptions of Service
Over 30 M nutes Duration

Quarterly

quarter

1) Line itemlisting of all system repairs and/or
i nprovenents conpl eted by | ocation during the
quarter

2) Other progress on Lewis Study inprovenents during
the quarter, including progress toward obtaining
grant funding

3) Capital inprovenents planned for the com ng

4) The cunul ative anpunt spent on capital

i nprovenents v. the amount anticipated by Exhibit 7,
for the quarter and curul ative from January 2001 to
date of report

5) Status of DES input on the four issues identified
above, until finalized

Annual |y

1) Form E-15, Annual Report of Water Meter Tests

As a nunmber of projects are itemzed in the Lewi s

Study without cost estimates being provided, we direct the

Conpany to provide those estinmates within 45 days of the date

of this Order.
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These reporting requirenents are intended to
continue to focus nmanagenent’'s attention on the inportant
issues it faces with respect to system nai nt enance and
i nprovenent. W expect to see progress and inprovenent in al
areas of the Conpany's operations. W will direct our Staff
to report on the Conpany's financial picture and the status of
i nprovenents on the two-year anniversary of this Order, and we
will determ ne at that time whether the Conpany has made
sufficient progress or whether fines, penalties or
receivership may be appropriate. Additionally, we place the
Conpany on notice at this time that fines and/ or other
penalties may be inposed in the future for non-conpliance with
all directives in this Oder, as well as with rules of this
Conmmi ssi on.

Based upon the foregoing, it is hereby

ORDERED, that Central Water Conpany, Inc. begin

quarterly financial reporting to this Conm ssion, effective
June 30, 2001, such reports due no |later than 45 days
following the close of each quarter, to consist of an incone
statenent and a bal ance sheet, an aging of accounts payabl e,
and a report on progress made with respect to inter-conpany
recei vables; and it is

FURTHER ORDERED, that Central imediately work with
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our Staff and the Staff at the Departnment of Environnental
Services, to priortize systeminprovenents as detailed in this
Order; and it is

FURTHER ORDERED, that Central seek grants and | oans
as discussed in this Oder, in order to mnimze future rate
i npacts to custoners; and it is

FURTHER ORDERED, that Central provide reports on a
mont hly, quarterly and annual basis as set forth in this
Order, in order that this Comm ssion can gauge progress with
respect to leak detection efforts, systeminprovenents
pl anni ng, and ot her operational matters; and it is

FURTHER ORDERED, that Comm ssion Staff, on the two-
year anniversary of the date of this Order, provide us with a
report on the Conmpany's financial picture and status of
i nprovenents.

By order of the Public Utilities Comm ssion of New

Hampshire this eighteenth day of My, 2001.

Dougl as L. Patch Susan S. Geiger Nancy Brockway
Chai r man Conmi ssi oner Conmmi ssi oner

Attested by:



DW 00- 167

Claire D. DiCicco
Assi stant Secretary
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